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Appendix A3 9 

Answer to Sample National Income Problem 


Below is the answer to the problem appearing on page 130.6. 



Note first that if MPC = . 7 , then MPS = . 3 . We also know that MPM = . 2 and MPI (marginal 
propensity to invest) = .1. 


Our equilibrium condition is: 

X - M = S - I 


Thus : 


(dX/dY) -(dM/dY) 


(dS/dY) -(di/dY) 


or : 

dY/dX = 1/ (MPM + MPS - MPI) 

Substituting the actual values, we determine that the foreign trade multiplier (dY/dX) 
in this case is 1/ (.2+.3-.1) = 1/.4 = 2.5. Thus, if exports exogenously rise by $100, 
national income will rise by +$250. 

If national income rises by $250, we know from MPM = .2 that imports will rise by .2 
x $250 = $50. Thus, net exports (X-M) will rise by $100 - $50 = +$50. 

Note : The most common mistake students make on a question such as this one is to apply 
the multiplier formula of p. 130.4 mechanically. But that formula assumes di/dY 
= 0, which violates the assumption of this question. 

Lesson : Follow the assumptions in the question. They may differ from those discussed 
in class. Don't mechanically apply formulas which are inconsistent with the 
question's assumptions. Think! 



